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TAX FORUM
DOROTHEA WATSON, CPA

amounts of income such as income derived
from the sale of club assets.”
“The term ‘general public’ means persons other
than members of the club and their bona fide
guests. The term also includes outside organ
izations or groups which are allowed to use
the facilities of a club either directly or in
directly through a member sponsorship ar
rangement. Visiting members of exempt clubs
of like nature, such as country chibs or yacht
clubs, who use club facilities under reciprocal
arrangements will be considered bona fide
guests.”
“Member sponsored arrangements are those
where club facilities are made available to
outside groups by or through the use of the
name of a member. These arrangements take
a variety of forms. For example, a club mem
ber may sponsor the use of the club by an
outside group or organization with which he
is associated. The sponsorship may be ac
complished by a member making the neces
sary. arrangements for use of the club facil
ities for a social affair of a personal or
business acquaintance. The member may be
billed directly by the club and, in turn, be
reimbursed, or the club may collect directly
from the group having the particular affair.
The persons comprising such outside groups
and organizations cannot be considered the
bona fide guests of the sponsoring member.
By this arrangement, a club is, in effect,
permitting the general public to use its
facilities.
“The fact that the arrangement for use by out
side groups was for the convenience of mem
bers and actually resulted in no net profit to
the club is not sufficient reason to disregard
the gross receipts derived from such activity
in applying the guideline. Similarly, the fact
that the club made its facilities available
only upon the request of the outside groups
and did not itself advertise or otherwise
solicit such patronage or that the only out
side groups which were permitted to use the
club’s facilities were nonprofit organizations
are not sufficient reasons to disregard the
gross receipts derived therefrom.
“It is often the case that the outside group
will include, to a varying degree, persons
who also happen to be members of the club.
If it is shown that the outside group is made
up of persons who are also members of the
club and these club members represent 75
per cent or more of the total number of per
sons in the outside group, the group will be
considered a member group and not an out
side group.
“If the group is considered an outside group
because it is not composed of 75 per cent or
more of club members, all of the receipts
from the group will be considered as non
member receipts unless the club can show
from its records the amount of the receipts
from members of the club.”

In addition to the Internal Revenue Code,
Regulations and court cases, the tax practi
tioner must be aware of Revenue Rulings and
Revenue Procedures.
Two of the Revenue Procedures issued in
1964 have caused much comment and have
been the subjects of a number of articles.
Each is in a widely different area of taxation
than the other.
Rev. Proc. 64-36, I.R.B. 1964-37, p. 23
This Procedure deals with maintaining the
tax exemption of social clubs. As stated:
“The purpose of this Revenue Procedure is to
set forth guidelines as to the effect gross
receipts from outside use of a club’s facil
ities have on exemption from Federal income
tax under section 501(c)(7) of the Internal
Revenue Code of 1954. These guidelines pro
vide a test to be used in connection with
examinations of annual information returns
filed on Form 990, Return of Organization
Exempt from Income Tax, by exempt social
clubs. They are directed only to cases where
a club is permitting the general public to use
its facilities and are intended to provide a
minimum standard as to such nonmember
use of these facilities. The Internal Revenue
Service will follow these guidelines in de
termining the extent to which gross receipts
from the general public will be taken into
account as a factor reflecting the existence
of a nonexempt purpose. The guidelines do
not deal with other factors bearing on the
exempt status of social clubs. Thus, these
guidelines only come into play in the absence
of other activities which might jeopardize
exemption under section 501 (c)(7) of the
Code, such as advertising or other solicitation
for business.”
A principal factor reflecting the existence of
a nonexempt purpose is the amount of gross
receipts derived from the use of a club’s facil
ities by the general public. This Procedure
lays down a clear guideline as follows:
“As an audit technique, this factor alone will
not be relied upon by the Service when an
nual gross receipts from the general public
are $2,500 or less, or if more than $2,500,
where the percentage of gross receipts from
the general public is five per cent or less of
total gross receipts of the organization. This
minimum gross receipts standard reflects the
audit experience of the Service that gross
receipts at or below this level do not, stand
ing alone, usually demonstrate a deliberate
purpose to engage in business.”
Three terms are defined by the Procedure:
“Gross receipts for the purpose of this Revenue
Procedure is defined as those from normal
and usual activities of the club including
membership fees, dues and assessments, but
excluding initiation fees. Also excluded for
this purpose are unusual or nonrecurring
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It is in the area of member sponsored ar
rangements that questions arise which the
Procedure does not answer and accounting
problems will be encountered by the club.
If the club bills a member directly for a social
affair, how is it to know if the member is
reimbursed? How many people constitute an
outside group? If a member is reimbursed for
any social affair by his employer, does this
constitute a “member sponsored arrangement?”
Rev. Proc. 64-19, I.R.B. 1964-15, p. 30
This Revenue Procedure deals with the
marital deduction for estate tax purposes in
connection with the satisfaction of certain
pecuniary bequests and transfers. As stated:
“The purpose of this Revenue Procedure is to
state the position of the Internal Revenue
Service relative to allowance of the marital
deduction in cases where there is some un
certainty as to the ultimate distribution to
be made in payment of a pecuniary bequest
or transfer in trust where the governing
instrument provides that the executor or
trustee may satisfy bequests in kind with
assets at their value as finally determined for
Federal estate tax purposes.”
Under this Procedure the marital deduction
will be allowed if state law or the provisions
of the governing instrument require the exec
utor or trustee to distribute to the surviving
spouse either: (1) assets having an aggregate
fair market value, on the date or dates of
distribution, not less than the amount of the
pecuniary bequest or transfer in trust as finally
determined for federal estate tax purposes,
or (2) assets fairly representative of apprecia
tion or depreciation in the value of all property
available for distribution in satisfaction of the
pecuniary bequest or transfer.
There is an “escape” provision to protect
the marital deduction provided for instru
ments executed prior to October 1, 1964 in
cases where it is not clear on the record avail
able that the discretion of the executor or
trustee would be limited to the two alterna
tives described above. The fiduciary and the
surviving spouse may supply the Internal
Revenue Service with appropriate agreements
that the assets of the estate, both cash and
other property, available for distribution will
be so distributed between the marital deduc
tion bequest or transfer in trust and the bal
ance of the estate available for distribution
in satisfaction of such pecuniary bequest or
transfer that the cash and other property dis
tributed in satisfaction of the marital deduc
tion pecuniary bequest or transfer in trust will
be fairly representative of the net appreciation
or depreciation in the value of the available
property on the date or dates of distribution.
The execution and performance of such an
agreement will not constitute a gift. The exe
cution of such an agreement leaves the danger
present that a subsequent codicil or amend

ment to the instrument will cause it to be
an instrument executed after October 1, 1964
and thus invalidate the agreement.
This Procedure makes it imperative that all
existing instruments containing a marital de
duction pecuniary bequest or transfer be re
viewed with an attorney and changed as
necessary in the circumstances to assure com
pliance and preserve the marital deduction
intended by the instrument.
Cursory Exploration
(concluded)

and these cards also come in colors. The in
sertion of the film in the aperture or jacket
card is a very simple operation, and these
cards may be read on the viewer or a repro
duction may be made. The following types of
enterprises utilize the aperture and jacket
cards:
Title Companies
Hospitals
Magazine Publishing Companies
Police Departments
Credit Reporting Companies
Research Laboratories
Governmental Departments
Divisions of Armed Services
Manufacturers
Retail and Wholesale establishments.
SUMMATION: The foregoing cursory ex
ploration of the RPM, (Retention, Preserva
tion and Microfilming), of business records
has presented justification for the five follow
ing major conclusions:
1. An enterprise cannot exist without busi
ness records. Therefore, a controlled sys
tem for handling records is desirable
and essential in order to balance the cost
of their maintenance in terms of money,
time, personnel and facilities so that the
best total job can be done.
2. Efficient servicing of the business, non
sales profits, and improved employee
morale are experienced by enterprises
installing a controlled record system.
3. RPM is of interest to accountants be
cause a controlled records system facil
itates some of their accounting functions
and provides a service to management,
stockholders, or owners, the public and
employees.
4. Microfilming has proved to be a very
valuable and economical automation sys
tem for the preservation and retention
of business records.
5. A controlled records system is important
to any enterprise, large or small. It is
simply a logical and practical system to
be used in handling the astronomical
growth of business records and in pro
viding for the security of vital and
useful records in this nuclear power age.
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